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| semm The Iong distance mdustry aiready has developed r.hb ngces%

e mmusmvxcnsmnsnnmoaw BT
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mfmstructure to bupport a multi-vendor, compemwe environment.
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N mmmucmu WHEN IT IS mnmrrn:n TO Pno\mbs g

Wt

1

L could begm offerutg long distance services w:thom mvmug ina sangle swnn!q or
- suand of opucal fiber, without obtaining a smgle nght of ‘way, or mgonamg a

iR smgle mmconnectlon agnement with a recalcmm monopohst BelISoum sdply

wolﬂd need to choose an underlying mtercxchmge nelwork suppher (indeed |t “xas

. already chosen AT&T for just this purpose) and begin marketmg long dlstamce
- services 10 its pmxunng base of local cusmomers, a base whxch today 1s the emyn
' market i its exdnnga.

i
]
: |
i

BellSouth '3 pnh © beccmmz a long distance curinr is vnll-mbhshad. testad ind

BellSoud: in-its rask of adding long distance semce isa competxtwe |long dnsuﬁce o

mmm»umdwworks(plusanumbucfngwnﬂ networks) deal

uchmg&comptnyopumouﬂsystansu mbmpuonm}makady

'-smdwpmesshrgenumbasofconsumerreqmtochmgeiongdmim

carriers.. Moreover conmersareaccustomedtochangmglmgdmmprowd&s
]
o
“
1
I
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v .wm. su:.som BENEFIT = FROM THIS m.tt.vsnncim ;;

.E; | Yes. Bgnscu:u is in a position to capitalize on the fruits of the: long ‘dnstahce'

| routine. Insafmnncomphshedbythousndsat‘ﬁmssmedwmuum Assaslf,ng'
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. cagrier can offer long distance services and provides a tellmg contrast to

!

.jg"

‘ WILL BELLSOUTH BENEFIT FROM COMPETITNELY ESTABL[S(#D
: WEOLESALE FRICING IN THE INTEREXCHANGE MARKET? ;
. YEs. Accotdmg to published reports, BellSouth negouated a discoumti
', approxxmately 95% from prevailing long distance retail rates (net of més) e
. . discount is the mult of a competitive wholesale market that actwely_ ‘sohc:ts rt:ml :
carriers .\vuh anmctwe wholesale pricing and operazloml systems spectﬁéally
' deSlSl'led for male This discount is also m-lmc wnh the discount that NYNEX‘had e

prekusly mdlcatzd to Wall Street analysts that. it anucnpated on z(s mted.ATA- :

l

waffic) | AR
. X . . L f(

o _Is THERE AN EXAMPLE wHICE nmous'mm;s HOW smm.z{
| WILL BE roa BELLSOUTH TO PROVIDE LONG ms-rmcz szn ¢ f'
10 cus'romns IN ITS REGION ONCE IT I8 AUTKOREEDTO wsb

G Yes. GTE mv:des a useful example of how quickly an mcumbem local exch#nge i3

the

diﬂiculty that A‘l‘&‘l‘ and other local entrants must overcmne lt took GTE k'ess

- _ :hmanehaw&omtheActssng:mgtoconmwnhanundalymgcamcrfqﬂ:he SN
. services and facilities noeded to provide long distance semcs. Thecase of ek\u-y
expmeneed by GTE did not go uanoticed by Wall Street. As Mmll L;gnch ’

teported:*

|
,1
v

BGHSOWAT&T Conlrlct Reinforces the RBOC/GTE !nvelumm Case, Memll Lynch June PD
1996. : : Co

oo Sourpe: Dean Witter; Noifember 6, 1955.
4 Telocom Services, Merill Lyach, May 14, 1996, page 6. Empbasis in original.
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Gﬁhasahudybeguntooﬁ"eﬂongdme services to ns" f
nere custamcrsandmtendstogmm%ofns.%s.:” ‘

DA - V

NATSTY oot i it A R A

\ billion addressable long distance market within 12 fonths. |
H with negligible cost to the botom line. GTE management: + . |
e presenupons at its quarterly analyst, meenng reiterated the’ g i
e company’s plans w0 achieve 10% EPS :growth for. the: " o
ik ‘ foresealile fiture, despite the “negligible” startup cost of | |
. long distance entry. We also learned the company believes, - E '
its long distance effort will genetate positive eamings: "~ - |

impact in 1997, which reflects, in our view, the remarkably S i
amcuve economics facing an RBOC entering an adjacent . 8
market (Iong distance). How often is it that an industry. .. -
wakes jup one day, finds its addressable market

expanded by 40% and can launch the mew service. i
without noticeable dilution and achieve p«iﬂve earmings' . .
bytheshmdyar" e

B

oz
0\

i

; Th:s mtysxs ezhbodm every conclusm ofthe markct dynamrc I hava desdn?ed .

'aBove G‘IEexpecstognm mdmfact,xsymmg-shareup:dly G‘['Eeprcts g
- todosownh ne'gl:glble costs. G‘I'Eso'ppommy Lsammdmt‘e-hnghér proﬁtb}md 5?5-];

i

| oo b
" market share. Ipxﬁchﬁ‘smmmmapmumﬁublhwtogmwfoﬁthe ?

o
“for&seeableﬁxtme" ;. L g
!

= BellSonth s oppommty is no different, Merrill ).ynch has termed Iong cu'f '

| service for an RBOC such as BellSouth as the ulnmzte vem:ai semee, notmg

|
R
W‘W"““‘-Ymh]used\etsrmu!mbecauae hke; ERNE
other vertical features, long distance can' be offered to- - .
Mlmgcmmmmmwndmsmmf N }
bwvdikewncdfcwwcs.mtomrsdonozhwembegf,: |
convinced to use it. They already are using it; they just! = =
nead to] beconvmcedm change supplms .- something [hgy' S l
domrydty - 3
|
I
1
i
|

';
1.

|
i
§
1

-
i
i

? | Teledom Servioes - RBOCs and GTE, Merill:Lynch, August 9; 1996; page 4, emphis
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' WHAT wom.b BE THE EFFECT OF azu.soum's mnv Mo rqn:
- LONG ms-rmcr. MARKET WITHOUT msr ESTABLISHI’NG wnir:-

}scax.xmc.mcommmow j - ; . 1
2 ifa farge pomon,of the market prefers to obum its telecommﬁmcahons ser\rlces #s a
package —~ andd'us perspectlveappmbomecmby G’I'Escxpenencc then;he
: absenee of competmon for any element of the package (ie., loca] exchange sem{ce)
- wouid dnston competmon for all services:that are, (or, more precxsely, will be)< sbld
| asa package Bbcause local exchange servxee w:ll likety be seen as acompulspry
. element of the phckage in the eyes of many (lf not most) consumers, loca! senémc

must become compeutwe or competmon for otber ' SETVices, such as long dxmuce,

will suffer. - ’ ' o - }X
3

* The re-creation ot'the Bell System monopotynsnotwhatCousnss mtenéédor
consumers desewc The Bell System dwesttture was wcceaful Bamers to H;ng
' distance cmry were greatly reduced, AT&.T louuts monopoly, ﬁba' and dile

| technology were rapldly deployed, pncs feu, and conmms enjoyed cho!cd in

. the Bell Sysum divestiture to all services. Just as dwmmue pmvaded A‘I&T’

© cCompetitors on . equal terms for every purpose, mclndmg the prowwon ‘of | ldcal_

!
3 exchmgeandexchangem :
!
A
]
. b
e
16 5
L

virtually every market. The Act essumnlly extends the pm-compemwe poltcxe& of |

' mpaﬁusw@mmmelocdmmrkonequﬂmmsmommonﬁnmmd 3

: termmlongdzstamecdls,ﬂchctmakestheIocdexcbangenetworkavanhbﬁto _
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Eachofﬂiesesmteglcscanbefoundm&ecentrdcomponensofATﬁT’s ¢sts
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i 1

{ :
C chToal.vOfCanpnbmiveEutq SR

i Resale And Network Elenngs R I ;

= l

$

Q. HOW WILL cpmzrmonr PROCEED DESPITE THE uommcm F

BELLsoum'anwomo , - 1

.o Congress recogn#ud the massive dominance of the incumbent LEC s. netwotk lmd

l
tlu rezhty that 1t! will take many years for the local mnsmtmon (especrally l*p)

market o become as competitive as the mtcrexchange tr:nsmlssm mnrket .

Altematlve nethrks will take time to develop. As & result, the Act pmv:des fq: a
: l

number ofentry*:sumgles that rely, 0 one exlmt ar anocher, on. the xmmedme pse 1

of BellSouth fncllmes and services by other pro\ndors

{ : >ﬁg J.
| . . 'ﬁ? s

(

» thathdtothulﬂmmzou. ThesekzycomponnsmchxdaAT&T‘smqtmtto

o mlh wholesale equxvnlcnu of B‘llSouﬂh's retail umecs,

. prov;Be local exchange and exchange access services. nsmg n 'ifﬁ]
, eleménts —. including complete combinations of ‘netwark: elements -
from BellSouth as basic mg:ed!ents to AT&T's senmes, and

. meumsponmdmmm«ofmm@undermnmal comperi

network ehmelitts (Section IV) and reciprocal compensi'ation (Sectlon V)’ to
providing exchauge services. The point that would like to mpbasm here is)the

L
sxgmﬁcance oﬁl comprehensively establishing the basic condiuons of léc_al' e

c.ompetmon dompmhenswely opemng the local: market by esubltshmg tbe fulf e

i ) o . ‘.-:"‘-"
: ; SR
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':hefma:ke:;

wm'rnovoum:msy«scmonmw

3 requires that the full range of entry stmcsm be avuhhle sothats camer may

usjoffenngsto Mculucondtnms. , '; I A {

o requst necessaniy includes the mdmdual approaches that other camels w:u o

FROM AT&T STATE GOU'T AFF. ATL TO 912@24572545 P.19

i

B

. ! ° l

: S
-range of entry. opuons is important because not evcy entry stmsgy is appropn#te |

for evety customer or market.

" 'There are at Ieast three features of a comprehcnsxve adm:atlon reqnest d-m se

l

t

-

it
o apart: (l)the mmdedscalcofenw (Z)applzcabduytooﬂ;erenmnts and.(3)+‘e.

- "need for systems to support customer choice with acoavemcncc already lccep ed}m
i ' : o
i
i

.
2
S
l

By scale of enu'y I mean AT&T's ablhty to btoadly addmss its exming basé‘ot' ﬁ

\

';.suhscnbers Nosmgleenuyvchtclexshestsuudforwerycmm«“;

i

,geosnphxc considemxon Some strategies — loop resale for msunec m"
pamcularly nll-sumd for mass application beuuse they euher requlra phymfal

Gircuit reqnmsemmts as customers mowe between provtdcrs or pnsuppou lJhe

' ex:enswe deph)'llem of alternative networks whr.h do not now ex:st. Broad enb ‘

';i!

|
'Wl'm RESPEC!‘ TO YOUR SECOND POINT, HOW rs A‘r&‘t’s
PROPOS!D MERCONNECTION AGREEMENT APPLICABLE +0
omnmm&ms* : - - f _‘ f?
BmAT&T’anmstusomme,mvdueemdsbcyoMumsmFb

entrant to:an enme industry. By encomplsmg all possible eatry mneglw, A‘I&Il“s‘

vli,

~ address theu- marhets This observation is mcularly unponant By dec:dmg {.hxs

18



| absolutely crmcal %o robust competition in tlu loal exchange mrket.
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l

1

arbitration, thc Commnssaon is establlshms the canduwns of entry not ;usn for .

AT&T, but effectwely defining the minimum entry condltxons for, any mm13ML T

o
will use all {or part) of BellSouth’s network w0 provxdc local semces

|
Emmsrzss OPERATIONAL DETALL. . |

Just as the dewelopmeat of meaningful loag dlsnnce compeutmn requued i-;gw |
systems (0 WPPOR 4 multi-vendor environmient, meanmsful locnl competmon ]u il : 5
not’ succeed wiﬂxout 2 similar commitment of mdusuy resources ;o operau&m(  - :
support. This ib an important issuc because consumers will wndely pereew: lbca.l .
competition - and the Congmslonal acnon upon which it relm as 1 faﬂuq‘e if .
~ changing lacal telephone providers is associated with- emnded dehys, h:gh c?ss

- . periods of ounge, unreliable bills, or dxsrupned services. Opeutloml sysuemsi

1
!
o
: ‘_!

o _;\. .

The process wnh which consumers are fanuhar - and Whtch BelISouth some 'day o
will use to ender the long distance market — al!ows consumers xo mg m S

distance camus Q_., their primary mterexchmgc carrier, or PIC) wuh a suﬁple :

l N

nlephoneallorwokeoﬂbepen Itis an casy, wﬂmlmedpmm ‘ﬂnf]iﬁ' i

stand:rdsofdﬂspm,mt:msofcasg spedmdaccuncy sbould benomei

standard for;udm systems used to change focal :,emce ptovtdets lswell.

l

-‘nom rcc's nuusnnmcrmsrmrmm mrrla :
comumn's DECISION TO CHANGE LOCAL PROVIDERS snoﬁm .

BE AS SI.MI'LE AS THE PIC-CHANGE PROGESS"

19 ‘

i
l}
PLEASE mum WHY AT&TS commnsm: :u:qtﬁ:svr
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. concmstou, notmg inits comments to d:e FCC (Doeket 96-98, page 31) that '
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':Yes ‘Rule §Sl.3!9(c)(l)(u) includes the: requlmnent that wherever the change

1
!
{
P
{
).
i
|

the customer’s Iocal service provider is accomphsbed through a somaam event‘( llen : |

- “resale afmgemems or configurations using unbundled focal swnchﬂtg}, the charge :
"_m a.customets 10cal service provider must occur m an mterval no- lou,gc: than #xe o ?

“interval in whlch an .incumbent LEC transfers end-users between nmetexchange .

1
'

(
i
1
| . EmAuqud&iaDcploin R ,
1

i

‘WILL THE m.u.n OF WHOLESALE SERVICES m AECESS_‘I{O |

N’E‘I‘WORK ELEMENTS SPUR NETWORK CONS'I'RUCTION" £ l

Yes. Thesetoolsareessenmlforloaleompumontcpmeedandmpmvi&l:e’ -

. appmpquunﬂmonfordnmwrkcmmdmwﬂlconquahe

. l

indefinite fumre “The Department of Justice recently mched die identica

Reducmg entry bartiers into local ma:kas by permmmg SR

resale [of wholesale services] and cost-based access fto .
- networkelcmems]umuchmonukelytoiudmthegreauer S

development of facilities-based competition than would :

occurabsentsuchaecasmdmaleoppomnmes _   ’

Eotry usmgBellSazth s network will pumttenuams o build the nmy revedue
'm m_;umﬁy the massive investment neeesmy to construct cvcn relahvﬂyA

'modestloalwworks. Asmmhﬂd&‘uhsofcummmumgm%le: ”

Wméuhmﬂdmmkemmm&uxmllbeablemlmakenmi “f‘:ivi‘ﬁ‘

i S
i *'ﬂ
; |
L
: i
i \ 1
! !
i 20 |

b

1
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1
1

:-{-'-" . : . [
: «1,

2 . . ;
;_-E. o i

1

1

- add new capabxlmes, et

\

1

i . l
! .

f nozs THIS PROCESS PARALLEL THE DEVELOPMENT OF mcn.rrh:s

comrmoummwucnmmczmr’ B ﬂ;‘

; scmm and cdstomer base by mellmg sewwes oﬁ' of AT&T’s network Thxs

 others, mcludmg (vha is now) th third major network pmwder. Spmt. Lami

B contmued gro\wh of the resale market resulted i m the consuucnon of The fo#mh
national net'work (WilTel) for the express purpose of pmvndu:ig wholaﬂle camcff-to»
camn services for use by the “resale™ industry. -

i
1

l
. I
Q | WILLNETWORK conmucnormnms:mmous» i

Lo . s . |
overnight” : i PR

i N ’ ' .
| . i !
; . : v

Tdepm. nmmmwmummm(hmwmﬁmmm
zmmmnemcxmmmeermummmm 16 1995,i
;mczox :

: memmmwmmMﬁeMmmf:mmmuym%
‘mmmemuwmmvmmnawsmshmmgahngdmcenwmy is
fsmgkmwﬂmﬁmmnwm&emdwmyspmmﬂmnvmm ]

i*i  today once BellSouth becomes their main competitor.. Eachwilleonm;ct,mdencouragemz s
-'cmmmoubyoﬁqxofmmworksmasshmamamnme. ‘ ‘

2

! co mvcstrnem declsnons conceming Where o coustmct networks, mvest in swuching, |

Yes. In the long distance market, early entrants hkc MCI were able to expa,ad z}mz-

grovnh ﬁmm:lal}y justified the deployment of thelr own mtwofks Wldmg- B
L mmal mvestment capm!mdshareholder couﬁdmce, Andencom-aged the emry of ar

. ;\,:ro._ Local facﬂmes deployment is a Iong-term Pmposmon n took r.he Bell 5
operating eompames more than 100 years to aclueve the present state at‘ the nem’ork L

" and the Commission should not expect entrants to deploy compérable netwqmcs ‘

‘principal +ival, Loog distance companies will not want 1o be as dependent upon BellSouth:as theyjare -
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 priced unbundled network clements are key elemems,ot‘ this msmon

‘ WHATIS LOCAL SERVICES RESALE?

- - wholesale rates uﬂc_ler Section 251(c)4) of the Act.

FROM ATRT STATE GOW'T AFF. ATL O 312824572545 P.23

DO YOU sxm:cr CARRIERS wn.L REPLICATE THE mﬁx;s
Btusoumnzrwonw - i

No. It is hkely lhat some portions of the network fmay never see 3 cnmpemtiye

allemaxwe, eemmly in the next several years. For mmnce, it is eay to vmza.hLe

significant reslstanee on the part of residential homeowners w0 multlple netwék
interface boxes bemg instalied on their premlses to reﬂect prevxous, and l

y competitive ehonees in local services. Other elements of the network rnay best‘l;e -
i ‘. provmoned by a sole network vendor (fot mmnee, the loop and’ loeal svatchmg k

. | many areas). The pomt is not su'nply to encouuge new consu'ucuen - the goal is to

| encomge qﬂx‘cxem facilities deployment. Wholesele services and eeonomneul*y ,

,‘;i
L. LOCAL SERVICES RESALE

5

i

|
.::.:.i
.

|

{

| Loalmnalusdxepurehase of an incumbent LECs sefvlcesbyacompetu‘g :
l,1oca1mmronawhomlewnsmmemmmreseumesesmm%
- consumers. Wholeale local services are expressly designed, supponed, andprice]d
tobemoldbywomereaxrhtmthemlm:ket. m«mm.loanm;as
provldemulnplemmsasnmple lneanstobepnoﬁenng Iocal mhaagesmvicfs :

andam-acteustomers. BellSoudtmreqmredtooﬂ’ernsloealsewwesformabpt .

|
g
i

i
P
! il
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o 'Ithenrgetedclass)‘

| Wholesale semces; however, will not palice the ovenu level of rates as eﬂ‘ectntely

9120824572545 P.24

i
. . ‘ N [
i
|

‘wn.L LOCAL SERVICES RESALE raovms mnun: cousum:n' '5

. Co
BENEFITS? | | L
. b S

Yes In the long distance marketplace todav many camers buy long drs@m I
© services at wholesale rates for purposes of rese!hng them (1] cusuomers and cqm{me L
| by d:fferentuuug theu' billing systems. customer support and ol:her elements] of
services. Tlvus same strategy can be extended to the local marketplace, wnth cardiers

using their marketmg and. customer skllls to rese{l servu:es obtamed from {th

.
: L
i
. ]

WILL Loc.u. SERVICES RESALE PROV!:'DE AN tm:crm: mtx =
| f,onnsusoum'smcmcv | o ::

N
i

o
1

' services vnll lmm its ability w0 dnscnmm berween classes of cunomers, g#gpz 5

where: the Commxssxon has blessed such dlscnmmnxon to sansfy a umque pubhc

"nced (such as, for instance, preventing LifeLine smiees from bemg ioﬁzm ouqxde

i
\
¢
\.

P )

b 1

l

:aamepwmgofmbnndunuworkdmw&mdmmduasdmu*ed |
:.zarlmmﬂllstesnmony 'I‘hlsmbecausethevvholealspmelscﬂculawdoff]me .
":retulma Asremlpnmmweup,sotoodowhoimlemlevels,andmce
.'compeuuonscommedbyﬂ:ednmual Asaresnu,oulysmcedmce;f
'compeuuon xsmadcpossmlebymelhng wboluale services. 'Ihus, theneedto |

- reguhte BellSouth's retail rates remains unchangcd. | ; » ‘ ‘

¢
4

23

:Onlymmallways. RequmngBellSouthtopmwdewhoksale exdmpge
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-~ SHOULD ALL RETAIL SERVICES HAVE A wam_g A
EQUWALE.NT“

. obligations.

" Thse cxclus:ons could be used by BellSouth o eﬂ'ecuvcly evade m wholes#le

'enuy option.

. WEAT IS THE BASIC APPROACH TO CALCULATING
“i{wnomm#mczronwcﬁsmwcw AR R

= wnows.smmnv DU P

FROM ATRT STATE GOU'T AFF. ATL TO 912824572545 P.ZS

Yes There are a numbcr of strategies that BeIlSouth cuuld use IO hmu khe‘ :

16\‘

uset'ulno& of the wholmle option. Several of the ag.reements which btv‘ bTm

. reached reecntly -~ importantly, with carriers that have htzle 0r .no tnterest' in

meumg BeHSodth s services -- expose this strategy. In pamcular BeliSanh

prq:osed to AT&T several exclusions © its wholesale pncmg md resAle .

g
-
|

i obhganon by sclepuvely l:rgenng customers for specul pricing, mllmg pmmotno’\s.
| and mdfathennh. which is a more polite phrase for warehomg, hrge semons pf ‘

|
the market. Together these exclusions could ehmmae the wholesale opuon as | an

l

. |

' Thebaslcappmachutomuovefmmtbemmlpnceanesumateoftlmretmi-relmlbd
costsdlltmllbeavo;dodbyBellSouﬂusawholual« of services. mwpezspemye |
o mmusmrcc'snusnmgmwmmmmg o RO !

Q- -wmr wouu) occun IF THE comsszow nors Norr mnpr :
REMOVE 'nms: RETAILING COSTS wn;nN ns'tuusmm mF o



- choxces and the abxhty to vote their dollar berween nvals vymg for thexr an:entmm

CoItis useful to rcrnember that although the immediate recnp!ent ot' a whoie#ale

FROM AT&T STRTE GOUW'T AFF. ATL 1D 912024572545 P, 27

]
' l
l
4

Failing to t'ully remove retail costs. would create a Wholesale fate level thaz |s!

. . high: This would distort competition and amﬁc‘.ully depress emrg The gﬁwi ‘

wouid be to dcny consumers the benefits of competltlon - lower prlces more

l

{ : : .‘
: : ‘ ' ,
\ N . . {

: , dxscount is the local reseller, the ulumate beueﬁcm'm are consume,rs An

l

amﬁcwlly low wholsalc discount will not lead © lower retaxl pnca. In oiherv o

{

words, dxesmaller the ducount. the less competitive pressure GoloWer pnces a

-3

: :-‘uu: THERE, ANY MARKET “BENCHMARKS® 10 mncx mr- o

REASONABLENESSOFTBEPROPOSEDDISCOUNTS’ RHEE

Yes mmelmgmm«mmmmuawmpeumwmmma&m

E actively solmts nml carriers with attractive wholesale pncxng and operam}:al

; . systems spec:ﬂcauy designed for resale. It i is uscﬁxl to consudef the discounts qm

the RBOCs have trumpeted to Wall Street analysts w0 place the local wholc#le.

dnscounts dw:ussed in this proceeding into context. - ‘
l

R
I

i
'

| Forhme,NYNEXmuﬂymdmedeau Summlyssmnnmueueba

i mdwmmbngdmmubuysu\vhol&le (Sonrce' ann

Witter, Novelnber 6, 1995.) Further, Merill Lmh (Merrill Lyncb, August 24 |

1995) states: | L :,_ ;..g
i : AR

; SEREA

o

ceseller spreads in long dlstmce are already huge (50%) gavcn the j ;

exxmnce of four ﬁercely competitive lougdtstance neuvorks ' 1

: ” :

o

i
i
!
I
b
!
I

C
i

o
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'  discount uslugeandas expected to increase.

)¢ PL!ASE Du'm “UNBUNDLING.”

FROM ATRT STATE GOU'T AFF. ATL TO 912024572545  P.28

"~ Merrill Lyach a'!so predicts that:

For calls terminating ourside an mdmdual RBOC's fnnclnsq ma,;
that RBOC will be able to bargam for volume dlscounts gmn ttmt
its vo!uma are likely 10 exceed tbas of a any other long dnstancej ;
customqr m that region - discowm :hat an Izkefy to gmw aver nme '

as R.BOC Iong distance shares ald thus uegon’atmg leverage grows

 Emphasis added|

| \ - o

1
|
|
i
|
|
|
I
|
j
|
|
|
!
|
I
!
S | : M
Tbcpomthuelss:mple wherecompttitwndecxdsthewholesaledmmt,ﬁha o
1
l
]

V. UNBUNDLED NETWORK ELEMENTS

A. The Nature Of Unbundiing

|

“unbundled” ﬁ'ome-chother(l.e theyclnemu-hepwehasedsepumelyonl

-
service is decxded by the purchaser of network elements, not B:llSouth) e

4 Unbundlmgreferstomeoffemgofdmdmentsofthemcumbem sne(worklﬁ o

Lo 1
I

generic funcnoudltm. not as finished services.! These oetwork elemem& re E

> combinations) andﬁommermu semcesofthemcumbemLEC (n.e the ﬁmsﬂed'




DEL—17—1997 18:21

:'l
Dox
RAE
S
I
sai
HEEIN
i
L
aob
v
T
BT
TR
A
o
i
N
S
IR
) S
v 'l\l".
. [
L
a
[
TR
:!\’l;
BN
AL
i
gl
sty
HE
hat
.f‘!"
. ey
o
1 D
g
. o
' o
L.
Lo
ol
:
I
b !
MR
tapor ol
b
S
i I
DRI I
. oot
N L)
j i
A
i o
Iy B B ¥
« [
fo

1
]
‘
1
|
1
!
S
l
)
)
H
l
1

Ld

-—

N

-~ UV SIS W YN, UUUUNRE V. TSNy - WSO DY SIS N SO S

[ .
T '”M“‘ X ‘?"‘”‘“’”:“’."_"““

P

o

—

[

.— .

DT

8

g
{
|
|
|
f
i
1
i
I
l
|
|
i
|
i
)
|
|
|
i
l
P
o
-.l
|
1
|
|
{
i
i
i
i
}
{
i
{
i
|
!
|
I
i
i
:
\
l
'
|
i
;
i
l
\
{

FROM ATST STARTE GOV’T AFF., ATL 1O

'.lsmmmcmmum" |

equal o, ordrﬁetemﬁmn,thesemeesofthcmcumbthEC ERREEE |

dnpm the dommancc, if not complete mmopuly,of the lneﬂmbtﬁt LBC'

9128243572545 .29

l
i x

A useful menphbr for unbundling is- thar of the “Cl'nnesc Restaurant " Chinqse | "

'nemu:ants typlcally have extensive menus, detaxlmg dozens of select(ons Yegi in- { S

nhe knqhen, only a few basic mgredxems are used to create all’ Fh‘" cho;cts

L Sxmrla:ly, telecommumcauons services are lypncally constructed fmm 4 limiled -

number of key mgred:enm (switching and transmxsslon are the most 'bas:c), but me o o

)

vanety of semées {from the consumer’s perspectwe) can’ bc qmte exzensﬂ/e

Unbundling represents the availability of the meumbent s network elements{

: mg:edlents 1) other providers so that they may combme these mgredxeins: az

(someumes adduig their own, somenmee not) to prowde their awn ﬁnlshed seMcL

!
1
S
P
Y

NO RGQ[O thOlves the Purm Of_ﬁhuhd s‘ma by me r&ﬁeﬂet ﬁﬁm *‘e - N
- nmmwm(manwmwm)wmhmmmmwbym,mg s
Unbundling is the purchase of underlying mnwrk elemems wmch mq, Le .

'- facﬂmes, funcuohs or capabilities — that can be combmed w oﬁer semces, em‘wer‘ X

{

‘Thnremdﬂeepmrybneﬁm Flm.openmgthe un:nmbeut’sncatworktt:wtlverj

X cam«s as a menu of generic mgudiens will mahe robust compeuupn pom}ﬂc .

~.}- N

New eatrants could fashion sesrvice packages mot now avulai:le, pmvld g

(

consumers addnional choices.

i
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1
Co
S

Second, unbundlmg allows carriers to sequenmuy repiace individuat :omponehtd

:'., BcllSouth’s netWork as competitive networks slowly devebp The monnuyiof
| - BellSouth’s network necessanly implies: that the process of famhmes deploympm

- will take time, apd w:ll occur unevenly t.hroughodt rts reg:on Hawever thtm‘gh

(“

unbmdlmg, r.amels will have an opportumty to deveiop markcts, estabilsh sermdes,
and attract consumers on 3 timely basis.in the em‘lre market. wnh the p:ocess of

- facﬂmes-deployment following wherever econom:c

-' process than would result if e.n:h individual entnnt had 1o constnxct netw

!

:
_Third, with unbundlmg there will be subsunmlly more choices at due end of‘ %he
work

a

facnlms in ordet to offer services. Unbundling prwenis locai nehwork dep ; ',“ ',

frombecommgdpru'eqmsmtooﬁ'mngs«vwe,bothfortodlys cn(ﬂntsandn#w

| providers that nuy form in the funure. By cmtms an open entry env:ronmmt,

investment capm! can be directed 0 dcveloplng new semces aud apphcatlons,

: rather than used! excluswely to replicate ' transmnssm and mtchlng fas:htaes Fy

ehmnutmg bamus 10 entry, the most diverse eompentwe envuomnent will dev}eu)p
| ‘nms, unb\mdlmg has the potential for - unmdtau, :mmnnmi nnd tang lakt:
bmsﬁufertbeloealexchmgc muketudSanhCamlmacmmen thtmdcrls
mostatheendofthcpswas:s thatmulﬂplemmmhavcdle oppormnity]to
- broadly n.ppmach the South Carolina marketplae, deagnmg scmces whxcbt taey
believe bensmﬂyd:e needs ofthelrcustomm on aneconomcbas:ss:mdarw qut
of BeliSouts, and fully supported by opu'atlonal systems whu:h will eaé.xy
accommadm chmees by consumers. O

28
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E 1mmed|ately is prowded m the testimony of AT&T aness John Hamman

912824572545  F.31
: i:.?‘

H
!

i
. BT .g
A full descnpnon of the most fundamenu! elements that should be unbu;nd

| -,;;;
B. The Economic Pricing Of Network Elements i

y
i
i
H

HOW saovw NETWORK ELEMENT mcns BE sswnusm:n» g '}

Network element pnees set ot forward looking, long-zmn meremeanl cos:s wﬂ] }ynéld

the greatest ehonee and benefits to South lema consumers To maxlmiu-- o

competmon tha: is, 0 promote an environment that will pusent South Carolﬂna

consumers with the greatest diversity of pricing phn;. calling optxons,;:andgsegwﬂiee

" foatures — it i inportant tha the undarlying exchahge network be available 1ol

retail ptovnders ot\' local exchange services on the stme terms, condmons and pneeh

i

]

! S
. !

«‘

There are only two ways to assure that all prov:de:s have access to the exchange

network on equwalent terms. The first is to proh:bnt the netwoﬂc owner fro:n

; . oﬁenng compeuuve services at all. This was the basic approad: that underla#:d o .

dweeumre forobv:ous mmslamnotmmmamngtbnmonbere :g ,

S

: 'hﬁae'mof;awhwwalpmmon,' hwevet' -ftheomy.ﬁgble:niwi- "sﬁ:ks o

wcmuuhpnmqftcm&rlymgmorkmmu&ewfomdlm

-I':‘ }bng-nmmenmenuleost. mkeyubmkethenetworkavuhhletoallpmldd's i

on eqmvalent terms For the incumbent LEC, this i 1s the element s Total SeMee o
'Loag RunInaenmulCost(TSLRlC) Beuuseeunemarepu:ehsmgelemu |
andnotﬁnuhedémwes,tbeFCChasadopudthetemelElememLunngn a

Incremental Cost (TELRIC) 10 emphasize this dlstmetwu So thar all pmwders fade o

§ 29
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"1 ofthe mmrbclemm-rdaad common costs.

FROM ATRT STATE GOU'T AFF. ATL TO

.the same effecnve cost for the use of the- network. the price cha.rged other cam%rs

' TELR.IC pricing E"or network elements.

camtxl. Aithough oommonly referred 0 as pfoﬁt, the cost of capual” 4
legitimaté economic cost and is included in TELRIC. o

[ TELRIC?

912824572545 P.32
|

| Mmust be equal to ) the forward looking, long-run mcrememal cost. AT&T wmbss .

" Michael Harper provxdes additional details concemmg che appropmteness of ’.'

S fft
S

L
.

D ’
: " .

:DOES PRICING NEWORK ELEMENTS AT TELRIC IMPLY THA‘P -
' .-BELI.SOUTH WOULD NOT BE ALLOWED TO EARN A PROHT éR

covmmob‘rrsscommccosrs’ if T g

‘No. First, (TSLBJC) includes a return on mvestment suﬁ':cum to maet and rethn .

Ai
-.f:'fi
| 53';31
>?i

-Seeond,undortheTELRICmoﬂtodologyadopudbytheFCC dnpnee,ofnem;rk“ 2
| ‘felernents shonld collectively recover the forward Iookmg, long-run oosts of
providing netwark clements, including the costs of the mmgem apd i
: "admmnstnuve funct:ons necessary to support thesc net\\rbrk elemenis Thése
_mansgeml and admmxmuve costs, while dlrectly caused b)r network zlemeats%

‘the aggngare, however, cannot be attributed mdmdually © specnfic uetwork A

elements. Because of the presence of thiese fomrd lookmg common cost.s pf o

provldinﬂ nctwork elements, the FCC’s rules pemm the pnce of ach mdwqdual
ci ‘

network elanem ‘10 be increased above its individual TELRIC © recover: _pomfan '

<

ARE ALL cosrs INCURRED BY BELLSOUTH mcwnsn m 'rm:

i (
30 ST ‘;‘_v-':
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S
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I W No. There is a category of costs -- the costs associated with product development,
2 marketing, and advertising that support BellSouth's retail operations, as well as
3 financial and managerial costs that would be incurred whether BellSouth owned and
q managed its network or not -- that have no relevance o the costing of network
5 clements. These cosis are not incurred to provide network elements or functions.
6 However, this does not mean that these costs will go unrecovered. It only means
7 that BellSouth must be as efficient as its rivals, who must resover similar costs in the
8 prices of their services.

9

10 C. Carrier-To-Carrier Interconnection
1 Arrangements And Consumer Rate Levels

12

3 Q. HOW CAN FULL IMPLEMENTATION OF THE ACT BE EXPECTED TO

14 BENEFIT CONSUMERS”

1S A The Act is fundamentally about choice. Choice for consumers is made possible
16 through the interconnection agreements arbitrated by this Commission that will
17 underlic the service offerings of new enmants. This is why correctly arbimrating such
18 carrier-to-carrier arrangements is so important -- these interconnection agreements
19 ultirately manslate to the choices and price levels that consumers experience. Much
20 as the visible contours of the earth’s surface (its mounwins, valieys and plains) are
2) determined by underlying geographic conditioas, so too will consumer choices and
22 prices be decided by the underlying conditions of this Commission’s arbitrated
23 interconnection agreements.

24

11
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1 Q HOW WILL PRICES FOR UNBUNDLED NETWORK ELEMENTS

2 INFLUENCE RETAIL RATES?

3 A BellSouth's competitors will use unbundled network elememts to provide local
4 exchange services to consumers and exchange mccess services to other carriers.
[ With correctly priced network elements and lacsl call termination (which is 1o say,
6 prices based on forward looking. long-run incremental cost), these entrants wifl be
7 able to offer -- and competition will force successful entrants to offer -- local
] exchange services at prices no higher than today's prevailing (i.c.. BellSouth's)
9 rates.

10

l Importantly, once competition is established by entrants offering service using
12 unbundled network elements and call termination, the existence of mulitiple
13 providers of local exchange services will constrain BellSouth's own pricing
14 behavior. BellSouth will not be able to raise local exchange prices because
1s consumers will have a choice of other providers. There is simply no consumer
16 protection stronger than the abiliry to “wake your business elsewhere.”

17

18 However, the entire basis for the sbove conclusion is that the network element and
19 call termination arrangements used by the cntrant are priced at forward looking,
20 long-run incremental cost. If so, then the entrant and BellSouth cach will face the
21 same underlying cost of the facilitics needed to provide service. So long as these
22 carrier-prices (acilitate profitable initial enwy, them competition should provide
23 sustained pressure on price levels in the future.

24

32
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WHAT WOULD HAPPEN IF THESE PRICES ARE INFLATED ABOVE
THEIR COSTS?
The result would be higher consumer prices and fewer choices. BellSouth would be

able to increase the costs of its rivals. [imiting their ability to compete with lower

prices.

IS THIS WHY THE COMMISSION SHOULD MAKE SURE THAT
UNBUNDLED NETWORK ELEMENT AND CALL TERMINATION
PRICES ARE ESTABLISHED CORRECTLY?

Yes. The Act begins a fundamental shift in regulatory focus from directly setting
retail prices and service dimensions (such as the size of local calling areas) of local
exchange carriers, to indirectly influencing retail services through the review of the
underlying carvier-to-carrier arrangements. [f unbundled network elements and call
termination prices are correctly established, then both BellSouth and other providers

will be able to compete upon a common foundation, at least with respect to the cost

of the underlying network.

PLEASE DESCRIBE THE TRANSITIONAL SURCHARGE THAT HAS
BEEN STAYED.

The FCC adopted a transitional surcharge equal o the sum of two interstate access
rate elements: the carrier common line charge (CCLC) and 75% of the “transport”
interconnection charge (TIC). The first swcharge, the CCLC charge, recovers a
portion of the cost of local loops that had been assigned to the interstate jurisdiction.

The second, the TIC, is an interswate charge designed to provide BellSouth with

33
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“revenue neutulity” when transport rates were restructured. The FCC Rules that

would have permitted BefiSouth to impose this surcharge have been stayed.

WHAT WOULD HAVE BEEN THE IMPACT OF THE FCC'S
SURCHARGE?

The FCC's surcharge would have significantly reduced the value of unbundled

local switching as a viable option to broadly approach consumers. Using interstate

data provided in BellSouth’s 1996 interstate price cap filing, | cstimate that the _

increase in cost csused by the FCC's interim plan would have been approximstely
$3.82 per subscriber line served by an unbundled switch, This interim surcharge
would rsise the cosr to other carriers to offer local exchange service -- and,
ultimately, the price that would otherwise exist for local exchange service psid by
consumers - by almost $4.00 per line. As noted, this portion of the FCC Rules was
stayed. However, to prevent any misunderstanding, this Commission should clearly

prohibit, even for an interim period, any additional surcharge on unbundled local

switching.

V. LOCAL CALL TERMINATION

ARE ACCESS AND CALL TERMINATION IDENTICAL?
Yes. The funcrionality to terminate s call is the same whether the call is classified
as a “local” call or & “long distance™ call. A pricing issue anses, however, because

the charges to long distance carriers to terminate toll wraffic (i.c., access) are far

above cost.

3a

193]
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Q. WHY ARE CALL TERMINATION PRICES SO IMPORTANT?

2 A The prerequisite to any form of telecommunications competition is the ability o
3 complete calls to other subscribers, virtually all of whom (within BellSouth's
' exchanges) are served by BellSouth. In this regard. the introduction of local
S competition is not unique. Whether a call is labeled local, or long distance, it still
6 must be terminated to the customer.

7

8 Q WHY IS IT IMPORTANT THAT RATES FOR TRAFFIC TERMINATION

9 ULTIMATELY BE THE SAME FOR “LOCAL” AND “LONG DISTANCE".
10 TRAFFIC?

1A One of the potential benefits of full service competition is competitively determined
12 “local” calling arcas. In a competitive market, the “local” calling area should
13 become an important dimension of product differentiation, with carriers offering 8
14 variety of price and boundary packages to consumers.

15

16 The key 10 establishing competitively determined local calling areas is correctly
17 pricing access/termination service so that a carrier’s cost to complete a call is not
18 dependent upon BellSouth’s rewil classification. If both access (for “wll™) and
19 termination (for “local™ charges are the same, then carviers will be free to design
20 products with differing boundaries, with the goal Io atract subscribers by offering a
21 “better” local calling arca.
22

23 Such an environment, however, absolutcly requires non-discriminatory termination
24 rates that do not attempt to differentiate between rypes of calls. Otherwise, all
25 carriers woyld have their cost-structure defined by BellSouth’s retail rate swructure --
35
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1 a low cost to terminate a “local” call, a higher cost to complete a “toll” call -- and

2 BellSouth’s local calling boundaries would dominate the market.

3

4 A far better outcome is based on non-discriminatory, cost-based charges for call
L terminatian, irrespective of any /abe/ on the call. With such non-discriminatory
6 charges, carriers would be free to decide the scope of their own local calling areas,
7 sizing these arcas fo match their own perception of the market and to reflect sheir
] own pricing and marketing sirategies. In this way, the market -- which is to say,
9 congumers -- would decide the size and shape of the local calling area as cnrri‘ers‘
10 compete along this important dimension of service.

11

” Q ARE THERE OPERATIONAL EFFICIENCIES TO BE GAINED BY NON-

13 DISCRIMINATORY, COST-BASED ACCESS CHARGES?

14 A Yes. For BellSouth to enforce a price differential berween “interexchange access"
1S and “local termination,” BeliSouth would need 1o require that all competitors adopt
16 the same definition of local calling and BellSouth would need to implement auditing
17 systems to correctly assess its charges. Such systems are not only unnecessary, but
18 they would cause both BeliSouth and the entrant to needlessly incur costs solely to
19 accomplish an unreasonable result: the continued discrimination between local and
20 long distance calling.

21

2 Q DOES BELLSOUTH AGREE THAT CALL TERMINATION PRICES

2 SHOULD BE NON-DISCRIMINATORY?
24 A Yes. [n BellSouth’s Comments to the FCC on these samc issucs (CC Docket No.
25 96-98, page 63), BellSouth recommended that:

36
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The [Federal Communications) Commission should take a

!

2 comprehensive view leading to a common model for

3 interconnection that is not based on classification of carriers

4 as LECs, IXCs, CMRS providers, ot ESPs.

S

6 Similarly, this Commission should strive to implement a comprehensive cost-based
7 pricing system which does not discriminate between types of calls or carriers,

8

9 Q. IF TERMINATING LOCAL CALLS AND TERMINAT_ING LONG

10 DISTANCE CALLS ARE [IDENTICAL, WHY SHOULDN'T THE
i COMMISSION APPLY ACCESS CHARGES TO LOCAL CALLS? |
12 A, The problem is that access charges are significantly inflated over cost. Using these
13 inflated charges to establish charges for local termination would simply adopt a
14 “poison both wells” pricing strategy. While the services might be equivalent, the
15 consequences from the excessive rate levels would not be.

16

17 Long distance competition has survived despite high access prices for two reasons.
18 First, incumbent LECs could not provide long distance services and, as a result,
19 retail price levels reflected that all providers faced the same (albeit high) cost for
20 this input. Second, long diswance prices and access charges are both measured.
24 Therefore, access costs and revenues both grow or diminish with traffic volumes.

22

23 Neither of these conditions holds true in the local exchange marketplace. Entrants
24 will have to compete with BellSouth on day onc, and BellSouth’s cost to offer local
28 service is the forward looking, long-run incremental cost of network usage, not the
26 access charge. Second, many Jocal exchange prices in South Carolins are flat-rated,
27 and imposing on BellSouth’s rivals a com-structure directly at adds with retail rates

37




